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SUMMARY 


In 1978 Nigeria's economy should grow 0-2% in real terms. This slow- 
down from the upward trend of the last eight years is primarily due 

to a deliberate government reduction in expenditures of almost 30% in 
real terms. The key reason for the cutback is the downturn in oil 
production which in March 1978 stood at 1.5 million barrels per day, 

the lowest rate in over six years. A second reason is the 1977 balance 
of payments deficit of $960 million. Deflationary steps in addition to 
the tight new budget include a cutback in the rate of credit expansion, 
introduction of new taxes, a 1-2% rise in the interest rate, and the 
government's plans to borrow $4 billion domestically. New government 
controls are being confined to work essential to make previously ordered 
projects operational (e.g. a contract for telephone line links would 

be permissible as they enable already-constructed telephone exchanges 

to function). In the near term, there should be a sharp inflationary 
surge due to expanded import barriers and the decontrol of most prices, 
but by the beginning of 1979 inflation should slow down. A basic 
government objective is to stimulate domestic production through import 
restrictions. In addition, there are new incentives for agriculture, 
including a 10% investment allowance and authorization for foreign 
equity in agribusiness joint-ventures to be 60%. Manufacturing should 
benefit from a new higher net dividend rate of 20%, but more measures 
appear necessary before a significant investment inflow from abroad 
develops. Politically, Nigerian-American relations gained substantially 
from President Carter's April visit. Steady progress towards civilian 
rule in 1979 continues, but regional strains appeared over this year's 
tight budget. Growth, with attendant opportunities for trade and invest- 
ment, should be visible in agriculture, education, electric power and 
the automotive sector. 





Petroleum Cutbacks -- Production and export of petroleum have con- 
tinued to decline with the result that Nigeria's production of 
1.521 million barrels per day in March was the lowest monthly rate 
in over six years. Exports in the first quarter of 1978 averaged 
1.497 million barrels per day, down 31.5% from the first quarter of 
1977. The reasons are twofold: North Sea oil exports featuring 
the same low sulphur quality are cutting into traditional markets 
and Nigerian oil has been overpriced. Hoping to alleviate this 
situation, Nigeria lowered its prices by about 30 cents per barrel 
on January 1 and another 21 cents effective April 1. There are also 
signs that additional unofficial discounts of up to 17 cents per 
barrel are being offered. This may help to pick up sales slightly 
but will probably not prompt many companies to make new long-term 
purchase contracts. Additional price cuts are unlikely as they are 
uncertain to win higher revenue given weak global market conditions. 
Nigerian production will thus probably not average much more than 
1.6 to 1.7 million barrels per day in 1978, producing revenues of 
about $7.1 - $7.6 billion in contrast to $9.7 billion in 1977. As 
oil accounts for 85 percent of government revenues and roughly 40 
percent of GDP, the impact on the economy is bleakly predictable. 


Commercial opportunities in the petroleum sector have sagged pro- 
portionately. Fiscal incentives offered in May 1977 should continue 
to encourage basic exploration activity, but oil companies have post- 
poned plans to invest heavily in developing new production capacity 
Since the collapse of exports has left their existing facilities 
heavily underutilized. Thus, commercial opportunities for onshore 
and offshore construction companies and oilfield pipe and equipment 
supply companies will be sharply diminished in 1978. However, most 
industry sources anticipate that the market for Nigerian crude will 
revive in perhaps a year or two, and that there will then be a sharp 
rebound in oilfield construction and development activity. 


From International Trade to Domestic Production -- Although the trade 
account recorded a $2.06 billion surplus in 1977, there was a $960 
million deficit in the basic balance of payments. In 1978 the trade 
account itself could go into deficit. The Federal Military Government 
(FMG) has reacted with vigorous measures to save foreign exchange. The 
expatriate remittance allowance has been dropped from 50 percent of 
gross salary to 50 percent of salary net of taxes. A 100 percent pre- 
payment for "non-essential" imports is now required. A "competent 
company" will be hired to examine certain categories of goods before 
they leave the country of manufacture to determine that they are in 
accordance with the specifications of the importer and that the prices 
being charged are reasonable and competitive. A sampling of the new 





tariffs entering into force on April 1 shows duties on consumer 
non-durables like cosmetics rising from 100 to 200%, textile inputs 
like sewing thread rising from 33.33 to 50%, air conditioners rising 
from 40 to 70%, metal manufactured goods like nails rising from 20 

to 50%, and food like rice rising from 10 to 40%. In addition to 
those items banned under the Import Decree of 1977, fourteen new items 
were prohibited including footwear, furniture and frozen meat. Motor 
vehicle imports have been hurt as trucks are now under license, four- 
wheel drive vehicles are considered as passenger cars for the purpose 
of duty, and all motor vehicles have had their duties increased. 


Essentially the FMG wants to move from wide-scale imports financed 

by oil to import substitution domestic manufacturing. Officials em- 
phasize that domestic output has stagnated under earlier import 
policies. Domestic manufacturing has remained miniscule and agri- 
culture has sickened. Traditional staples like yams and cassava be- 
came more expensive than imported rice. Early signs indicate the 
imposition of new import barriers is already stimulating investment 
inflow. Some large trading companies, for example, seeing the demise 
of large earnings through imports have shifted to investment in 
Nigerian-based factories. Money that once went abroad is now being 
called back in to pay for new plants. In addition to investment funds, 
Nigeria needs technology and investment expertise and the U.S. looms 
as a prime source. The critical question, however, is what incentives 
will be offered. Much of the foreign investment enticement has been 
verbal with little in the way of real inducements. The FMG's indigeni- 
zation or Nigerianization program continues in force but there are 
glimmers that granting of Schedule III or 60% foreign ownership status 
is becoming easier to obtain. Development financing also will have to 
come from overseas borrowing. The FMG would like to attract $2.5 
billion from foreign sources in the coming year. Another option is to 
draw down accumulated foreign reserves but this is unlikely. 


Outlook Deflationary -- Real growth in 1978 will do well to reach 2%, 

@ performance markedly below the 8% average achieved since the Civil 
War. The effects of the slowdown should be felt throughout the economy 
but construction, distribution, and petroleum should be particularly 
hard hit. Manufacturing will continue to be hampered by power shortages, 
i.e. many of the larger manufacturers operating at 50% capacity. The 
FMG forecasts that its 1978 retained revenue will be about $8.3 billion, 
down 10% from last years $9.2 billion, but more like 30% in constant 
dollars. It has proportionately cut its recurrent budget and alloca- 
tion to the state governments and placed an embargo on new contracts 
through June of 1978. With government expenditure as the prime source 
of currency increase outside banks, the growth in money supply should 
drop from last year's rate of 60%, @ projection reinforced by reduction 
of the permissible rate of expansion on new loans and advances from 40 


to 30%. 





Other restraining factors are domestic borrowing, more taxes and 
higher interest rates. Though the FMG probably will not meet its 

goal of borrowing $4 billion domestically, its attempts to borrow, 
coming at the same time that private companies are attempting to sell 
equity under the indigenization decree, should produce a drag on new 
investment. Also, new taxes which include a rise in company tax from 
45 to 50%, imposition of an excess profits tax of 10% on banks earning 
more than 40% on paid-up capital, required acceleration of tax payments 
on dividends, a rise in the airport tax and the introduction of high- 
way tolls and a ports development surcharge will also put the brakes 

on new investment. Finally, the rise of 1-2% in the pattern of interest 
rates could add further deflationary impetus. 


On the price front, i::lation will increase through the next several 
months but should moderate by the end of 1978 or early 1979. Measures 
which slow real growth should by the end of the year also temper prices. 
Inflation, based on too much demand for too few goods, is spurting with 
the abrogation of price controls and the new shortages caused by import 
restrictions. The inflation rate could jump from a government's esti- 
mated 25% at the beginning of 1978 to 50% before the government's defla- 
tion measures take effect. 


Accent on Agriculture -- Nigeria's food needs remain huge. In 1977, 
despite a slight increase in domestic production, the country imported 
$1.3 billion of food. The U.S. share of $210 million included $82 
million in wheat and $83 million in rice. The picture for imports 

should not be as strong in 1978, since fresh milk, frozen meat (includ- 
ing poultry) and eggs are prohibited while chilled meat is under license 
and could also be constrained. Tariffs have been introduced or raised 

on rice, canned milk, sugar, stockfish, butter and tea, among others. 

The effect of this was felt within a week with yam and plantain prices 

up in Lagos markets by 50 and 100% respectively. While government 

direct investment in agriculture is slight as evidenced by the $125 
million allocated in the capital budget and $30 million in the recurrent 
budget, there are meaningful projects such as the Sokoto-Rima and South 
Chad basin projects which will add 50,000 hectares of irrigated land to 
the nation this year. The FMG hopes that the private sector especially 
"medium and large production farmers" will lead the way to larger agri- 
cultural output. American success in large farms has come in for 

special praise. As new incentives, the FMG announced that a 10% invest- 
ment allowance is being created, that interest on agricultural loans is 
tax free for the lender, and that losses in agribusiness projects can 

be carried forward indefinitely to be written off against future profits. 
Further, to encourage foreign capital investment, the FMG has ruled that 
agribusiness need be only 40% Nigerian-owned rather than 60% as required 
previously by the 1977 Nigerian Enterprises Promotion Decree. Support 
prices on some commercial crops have been raised above world market 
prices. It is too early to tell whether the new Land Decree will hinder 
or facilitate land acquisition. Under the decree, all land is nationalized 
and vested in the 19 State Military Governors for the purpose of stopping 
land speculation and making easier tc obtain land for economic development. 





The action came suddenly and is highly controversial. Details for 
implementation are being worked out. As of now, the ruling is that 
underdeveloped land (i.e. no building or farming) will come under 

the control of State Governors. Prospects for agricultural machinery 
sales remains good especially as the country moves toward large farms. 
Imports in 1977 of $107 million reflect the current low level of 
mechanization in agriculture. Here, the U.S. share of $7 million 
leaves much room for improvement 


Education a Growth Industry -- During 1978, government outlays for 
education should approach two billion dollars with $1.2 billion in 
recurrent expenditure and $482 million in capital expenditure. From 
1974 to 1977, more than $1.6 billion was spent on the Universal Free 
Primary Education (UPE) program alone in a drive to give all regions 
of Nigeria equal opportunity for learning. In 1975, school enrollment 
in the northern states averaged 15% and 70% in the southern states. 
The number of teacher training colleges are being expanded from 156 

to 232. Primary schools are running on double and triple shifts. At 
the secondary level in 1977, 100,000 pupils applied for admittance in 
Lagos State alone, but only 20,000 could be accepted. Shortages of 
books mean that 40 to 45 pupils may be required to share 15 to 25 texts. 


Purveyors of educational goods and services have dealt with the FMG 
since it is financially responsible for UPE and University education, 
but State and local governments are taking an increasing share. Given 
Nigeria's need for trained technicians, technical schools in the U.S. 
should look into the possibility of establishing here. In 1982, the 
FMG plans to shift its emphasis from UPE to junior secondary schools. 


The UPE building program is the responsibility of each state ministry 
of works, but they are dependent upon a flow of funds from the FMG 
which has so far been erratic. Equipment purchases are allocated 45 
percent of the UPE capital budget. Audio visual aid centers have been 
set up in each state and an educational technology center has been set 
up in Kaduna to develop audio visual aids and school broadcasts. Text- 
books are the responsibility of the National Book Development Council 
which hosts an annual book mart for sellers and buyers. 


Political Outlook -- President Carter's visit to Nigeria in early 
April 1978 strongly reinforced the growing rapport between the two 
countries. Economic issues were carefully discussed during the visit 
and were taken up in further detail during working group meetings in 
the U.S. with an official Nigerian economic delegation at the end of 
April. The prime aim of the ongoing dialog is to facilitate and en- 
courage greater trade and investment. On the domestic political front, 
a number of steps have been taken toward civilian rule, scheduled for 





October 1979. The Constituent Assembly continues to make progress as 
it produces a new constitution, and the registration of 47 million 
voters in early 1978 was regarded as an important milestone. Regis- 
tration figures imply a population possibly as large as 100 million. 
The FMG also completed its reorganization of the Nigerian labor move- 
ment. A Nigeria Labor Congress (NLC) with 43 industrial based unions 
replaces 4 central labor organizations and about 1,000 individual 
unions. The NLC is now the only organized national non-governmental 
body and, therefore, it has large potential economic and political 
power. The Government generated public acceptance of its decree 
nationalizing all land but there may be long-term implementation pro- 
blems. In sum, the FMG is in control and firmly committed to return 
the nation to civilian rule but recent events like violent student 
demonstrations which culminated in riots on April 28 over large in- 
creases in school fees shade the political vista. 


Implications for American Business -- Despite the short-term defla- 
tionary outlook, Nigeria's economy remains the largest in Africa and 
potential for growth remains strong. In only six years, Nigeria has 
moved from fifty-second to fifth place among our overseas suppliers. 
Knowledgeable Nigerians see the U.S. as a leading and, in some 
specialities, the only source of technology, managerial expertise 
and food supplies. In the first half of 1977, the U.S. share of the 


market gained two points to over 11%. If last year's 15-day Lagos 
International Trade Fair is an indicator, we should hold our own. 
The 35 firms in the U.S. Department of Commerce pavilion reported 
direct sales of $41 million and projected sales in the next year of 
a whopping $360 million. 


Motor vehicle spare parts continue to be in high demand. In 1977, 
Nigeria imported $466 million worth. Though some spare parts will 
be imported for a long time, we can expect the market for imported 
parts to shrink as the government takes steps to protect local manu- 
facturers. Attracted by the possibility of a closed market, firms 
are moving in to establish factories for radiators, disc brakes, 
windshields, etc. A clause in the contract of local vehicle assem- 
blers requires that 30% of a vehicle's value be procured locally 
within ten years of start-up. 


Electric power equipment offers major opportunities. In 1977, Nigeria 
imported $306 million worth of electric power machinery and switch- 
gear, the U.S. share being $20 million. Demand for power outstrips 
supply by a wide margin and new generating equipment is sought. One 
U.S. company had sold three new generators and another has rebuilt 
old units. The power shortfall also ensures a good market for home 
and industrial standby generators. A recent act of the Constituent 
Assembly has given state governments the power to legislate on 
generation and sale of electricity once the new constitution comes 
into effect in late 1979. This enables states to open their own 
power companies with a consequent widened demand for equipment and 
expertise. 





Production equipment for items banned by the new import regulations 
is in demand. Examples include machinery for making furniture, 
clothing and footwear as well as equipment for poultry raising. 


Two promising fields for the U.S. are agriculture, including 

wheat and rice, and communications equipment. The U.S. supplied 

40% of Nigeria's $206 million in wheat imports and 30% of the $286 
million in rice imports. This was almost matched by the $149 million 
worth of telecommunications equipment and systems which we sent to 
Nigeria last year. This last figure could be duplicated this year 
since the FMG has a capital budget for posts and telecommunications 
of $70 million. Agricultural equipment is sought and no trade re- 
strictions apply. Americans will find the investment path eased by 
several recent actions. At budget time, the FMG announced that it 
wished to assure more attractive returns on investment and encourage 
the expansion of domestic productive capacity. Allowable dividends 
have been increased from 16.5 percent to 20 percent. Arrearages to 
the United States Export-Import Bank in Nigeria have been cleared and 
the Bank will again make loans and guarantees for worthwhile projects. 
FMG procedures for OPIC are being streamlined. 


In regard to specific investment areas, manufacture of building 
materials shows promise. The construction sector will slump this 
year but it has good long-term potential. Competition would be 

with high-priced imported materials. Nigeria needs investment to 
produce finished wood and timber. Another avenue for U.S. investment 
capital here is in the production of iron and steel rods, sheets and 
tubes. Imports of the latter in 1977 amounted to $723 million. The 
new import duties announced in April 1978 will make domestic manufacture 
far more attractive. The completion of the Ajaokuta Steel complex 
will open the way for a local machine tools industry, currently non- 
existent. 


American companies are looking into the possibility of assembling 
farm tractors in Nigeria. The FMG originally offered each of four 
commercial vehicle assemblers the option to assemble tractors. Only 
two of the assemblers, Fiat and Steyr, decided to do so, with pro- 
jected annual production of 5,000 tractors by 1980. With its recent 
emphasis on agriculture, the FMG now thinks this will not be enough. 


As Nigerian economic planning begins to emphasize domestic production, 
many opportunities will exist for the production of basic commodities. 

In the past year, there have been shortages in salt, cement, sugar 

and beer, items that the average Nigerian refuses to do without. Several 
major projects valued at several hundred million dollars each, promise 





work for the skilled international contractor. No technical partner 
has been selected for a nitrogenous fertilizer plant, nor has the 
construction contract been awarded. Separate design and construction 
contracts must be awarded for a petrochemical complex and a liquified 
natural gas project. Another opportunity is in the civil works for 
the Ajaokuta Steel Mill. 


A recommendation increasingly made by leading Nigerians and backed 

by the Embassy is that business visitors explore beyond Lagos. Interest, 
innovation and a great determination to develop characterize a number 
of states. Some states have expressed interest in selling off substan- 
tial amounts of state equity in existing government-owned factories. 
Return to partial private ownership is seen as a way to attract able 
management as well as needed finance. 
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